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3405(c), see §§1.402(c)-2, 1.402(f)-1, and
1.403(b)-2, and §31.3405(c)-1 of this chap-
ter, respectively.

LIST OF QUESTIONS

Q-1: What are the direct rollover require-
ments under section 401(a)(31)?

Q-2: Does section 401(a)(31) require that a
qualified plan permit a direct rollover to be
made to a qualified trust that is not part of
a defined contribution plan?

Q-3: What is a direct rollover that satisfies
section 401(a)(31), and how is it accom-
plished?

Q-4: Is providing a distributee with a check
for delivery to an eligible retirement plan a
reasonable means of accomplishing a direct
rollover?

Q-5: Is an eligible rollover distribution
that is paid to an eligible retirement plan in
a direct rollover currently includible in
gross income or subject to 20-percent with-
holding?

Q-6: What procedures may a plan adminis-
trator prescribe for electing a direct roll-
over, and what information may the plan ad-
ministrator require a distributee to provide
when electing a direct rollover?

Q-7: May the plan administrator treat a
distributee as having made an election under
a default procedure where the distributee
does not affirmatively elect to make or not
make a direct rollover within a certain time
period?

Q-8: May the plan administrator establish
a deadline after which the distributee may
not revoke an election to make or not make
a direct rollover?

Q-9: Must the plan administrator permit a
distributee to elect to have a portion of an
eligible rollover distribution paid to an eligi-
ble retirement plan in a direct rollover and
to have the remainder of that distribution
paid to the distributee?

Q-10: Must the plan administrator allow a
distributee to divide an eligible rollover dis-
tribution into two or more separate distribu-
tions to be paid in direct rollovers to two or
more eligible retirement plans?

Q-11: Will a plan satisfy section 401(a)(31) if
the plan administrator does not permit a dis-
tributee to elect a direct rollover if his or
her eligible rollover distributions during a
year are reasonably expected to total less
than $200?

Q-12: Is a plan administrator permitted to
treat a distributee’s election to make or not
make a direct rollover with respect to one
payment in a series of periodic payments as
applying to all subsequent payments in the
series?

Q-13: Is the eligible retirement plan des-
ignated by a distributee to receive a direct
rollover distribution required to accept the
distribution?
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Q-14. If a plan accepts an invalid rollover
contribution, whether or not as a direct roll-
over, how will the contribution be treated
for purposes of applying the qualification re-
quirements of section 401(a) or 403(a) to the
plan?

Q-15: For purposes of applying the plan
qualification requirements of section 401(a),
is an eligible rollover distribution that is
paid to an eligible retirement plan in a di-
rect rollover a distribution and rollover or is
it a transfer of assets and liabilities?

Q-16: Must a direct rollover option be pro-
vided for an eligible rollover distribution
that is in the form of a plan loan offset
amount?

Q-17: Must a direct rollover option be pro-
vided for an eligible rollover distribution
from a qualified plan distributed annuity
contract?

Q-18: What assumptions may a plan admin-
istrator make regarding whether a benefit is
an eligible rollover distribution?

Q-19: When must a qualified plan be
amended to comply with section 401(a)(31)?

QUESTIONS AND ANSWERS

Q-1: What are the direct rollover re-
quirements under section 401(a)(31)?

A-1: (a) General rule. To satisfy sec-
tion 401(a)(31), added by UCA, a plan
must provide that if the distributee of
any eligible rollover distribution elects
to have the distribution paid directly
to an eligible retirement plan, and
specifies the eligible retirement plan to
which the distribution is to be paid,
then the distribution will be paid to
that eligible retirement plan in a di-
rect rollover described in Q&A-3 of this
section. Thus, the plan must give the
distributee the option of having his or
her distribution paid in a direct roll-
over to an eligible retirement plan
specified by the distributee. For pur-
poses of section 401(a)(31) and this sec-
tion, eligible rollover distribution has
the meaning set forth in section
402(c)(4) and §1.402(c)-2, Q&A-3 through
Q&A-10 and Q&A-14, except as other-
wise provided in Q&A-2 of this section,
eligible retirement plan has the mean-
ing set forth in section 402(c)(8)(B) and
§1.402(c)-2, Q&A-2.

(b) Related Internal Revenue Code
provisions—(1) Mandatory withholding. If
a distributee of an eligible rollover dis-
tribution does not elect to have the eli-
gible rollover distribution paid directly
from the plan to an eligible retirement
plan in a direct rollover under section
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401(a)(31), the eligible rollover distribu-
tion is subject to 20-percent income tax
withholding under section 3405(c). See
§31.3405(c)-1 of this chapter for guid-
ance concerning the withholding re-
quirements applicable to eligible roll-
over distributions.

(2) Notice requirement. Section 402(f)
requires the plan administrator of a
qualified plan to provide, within a rea-
sonable period of time before making
an eligible rollover distribution, a
written explanation to the distributee
of the distributee’s right to elect a di-
rect rollover and the withholding con-
sequences of not making that election.
The explanation also is required to pro-
vide certain other relevant information
relating to the taxation of distribu-
tions. See §1.402(f)-1 for guidance con-
cerning the written explanation re-
quired under section 402(f).

(3) Section 403(b) annuities. Section
403(b)(10) provides that requirements
similar to those imposed by section
401(a)(31) apply to annuities described
in section 403(b). See §1.403(b)-2 for
guidance concerning the direct rollover
requirements for distributions from an-
nuities described in section 403(b).

(c) Effective date—(1) Statutory effec-
tive date. Section 401(a)(31) applies to
eligible rollover distributions made on
or after January 1, 1993.

(2) Regulatory effective date. This sec-
tion applies to eligible rollover dis-
tributions made on or after October 19,
1995. For eligible rollover distributions
made on or after January 1, 1993 and
before October 19, 1995, §1.401(a)(31)-1T
(as it appeared in the April 1, 1995 edi-
tion of 26 CFR part 1), applies. How-
ever, for any distribution made on or
after January 1, 1993 but before October
19, 1995, a plan may satisfy section
401(a)(31) by substituting any or all
provisions of this section for the cor-
responding provisions of §1.401(a)(31)—
1T, if any.

Q-2: Does section 401(a)(31) require
that a qualified plan permit a direct
rollover to be made to a qualified trust
that is not part of a defined contribu-
tion plan?

A-2: No. Section 401(a)(31)(D) limits
the types of qualified trusts that are
treated as eligible retirement plans to
defined contribution plans that accept
eligible rollover distributions. There-
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fore, although a plan is permitted, at a
participant’s election, to make a direct
rollover to any type of eligible retire-
ment plan, as defined in section
402(c)(8)(B) (including a defined benefit
plan), a plan will not fail to satisfy sec-
tion 401(a)(31) solely because the plan
will not permit a direct rollover to a
qualified trust that is part of a defined
benefit plan. In contrast, if a dis-
tributee elects a direct rollover of an
eligible rollover distribution to an an-
nuity plan described in section 403(a),
that distribution must be paid to the
annuity plan, even if the recipient an-
nuity plan is a defined benefit plan.

Q-3: What is a direct rollover that
satisfies section 401(a)(31), and how is it
accomplished?

A-3: A direct rollover that satisfies
section 401(a)(31) is an eligible rollover
distribution that is paid directly to an
eligible retirement plan for the benefit
of the distributee. A direct rollover
may be accomplished by any reason-
able means of direct payment to an eli-
gible retirement plan. Reasonable
means of direct payment include, for
example, a wire transfer or the mailing
of a check to the eligible retirement
plan. If payment is made by check, the
check must be negotiable only by the
trustee of the eligible retirement plan.
If the payment is made by wire trans-
fer, the wire transfer must be directed
only to the trustee of the eligible re-
tirement plan. In the case of an eligible
retirement plan that does not have a
trustee (such as a custodial individual
retirement account or an individual re-
tirement annuity), the custodian of the
plan or issuer of the contract under the
plan, as appropriate, should be sub-
stituted for the trustee for purposes of
this Q&A-3, and Q&A—-4 of this section.

Q-4: Is providing a distributee with a
check for delivery to an eligible retire-
ment plan a reasonable means of ac-
complishing a direct rollover?

A—-4: Providing the distributee with a
check and instructing the distributee
to deliver the check to the eligible re-
tirement plan is a reasonable means of
direct payment, provided that the
check is made payable as follows:
[Name of the trustee] as trustee of
[name of the eligible retirement plan].
For example, if the name of the eligible
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retirement plan is ‘“‘Individual Retire-
ment Account of John Q. Smith,” and
the name of the trustee is ‘“ABC
Bank,” the payee line of a check would
read ‘“ABC Bank as trustee of Indi-
vidual Retirement Account of John Q.
Smith.”” Unless the name of the dis-
tributee is included in the name of the
eligible retirement plan, the check also
must indicate that it is for the benefit
of the distributee. If the eligible retire-
ment plan is not an individual retire-
ment account or an individual retire-
ment annuity, the payee line of the
check need not identify the trustee by
name. For example, the payee line of a
check for the benefit of distributee
Jane Doe might read, ‘“Trustee of XYZ
Corporation Savings Plan FBO Jane
Doe.”

Q-5: Is an eligible rollover distribu-
tion that is paid to an eligible retire-
ment plan in a direct rollover cur-
rently includible in gross income or
subject to 20-percent withholding?

A-5: No. An eligible rollover distribu-
tion that is paid to an eligible retire-
ment plan in a direct rollover is not
currently includible in the
distributee’s gross income under sec-
tion 402(c) and is exempt from the 20-
percent withholding imposed under sec-
tion 3405(c)(2). However, when any por-
tion of the eligible rollover distribu-
tion is subsequently distributed from
the eligible retirement plan, that por-
tion will be includible in gross income
to the extent required under section
402, 403, or 408.

Q-6: What procedures may a plan ad-
ministrator prescribe for electing a di-
rect rollover, and what information
may the plan administrator require a
distributee to provide when electing a
direct rollover?

A-6: (a) Permissible procedures. Except
as otherwise provided in paragraph (b)
of this Q&A-6, the plan administrator
may prescribe any procedure for a dis-
tributee to elect a direct rollover under
section 401(a)(31), provided that the
procedure is reasonable. The procedure
may include any reasonable require-
ment for information or documenta-
tion from the distributee in addition to
the items of adequate information
specified in §31.3405(c)-1(b), Q&A-T7 of
this chapter. For example, it would be
reasonable for the plan administrator
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to require that the distributee provide
a statement from the designated re-
cipient plan that the plan will accept
the direct rollover for the benefit of
the distributee and that the recipient
plan is, or is intended to be, an indi-
vidual retirement account, an indi-
vidual retirement annuity, a qualified
annuity plan described in section
403(a), or a qualified trust described in
section 401(a), as applicable. In the case
of a designated recipient plan that is a
qualified trust, it also would be reason-
able for the plan administrator to re-
quire a statement that the qualified
trust is not excepted from the defini-
tion of an eligible retirement plan by
section 401(a)(31)(D) (i.e., is not a de-
fined benefit plan).

(b) Impermissible procedures. A plan
will fail to satisfy section 401(a)(31) if
the plan administrator prescribes any
unreasonable procedure, or requires in-
formation or documentation, that ef-
fectively eliminates or substantially
impairs the distributee’s ability to
elect a direct rollover. For example, it
would effectively eliminate or substan-
tially impair the distributee’s ability
to elect a direct rollover if the recipi-
ent plan required the distributee to ob-
tain an opinion of counsel stating that
the eligible retirement plan receiving
the rollover is a qualified plan or indi-
vidual retirement account. Similarly,
it would effectively eliminate or sub-
stantially impair the distributee’s abil-
ity to elect a direct rollover if the dis-
tributing plan required a letter from
the recipient eligible retirement plan
stating that, upon request by the dis-
tributing plan, the recipient plan will
automatically return any direct roll-
over amount that the distributing plan
advises the recipient plan was paid in-
correctly. It would also effectively
eliminate or substantially impair the
distributee’s ability to elect a direct
rollover if the distributing plan re-
quired, as a condition for making a di-
rect rollover, a letter from the recipi-
ent eligible retirement plan indem-
nifying the distributing plan for any li-
ability arising from the distribution.

Q-7: May the plan administrator
treat a distributee as having made an
election under a default procedure
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